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ACTION EB-07 

INFO OCT-OI AF-IO ARA-10 EA-09 EUR-12 NEA-10 ISO-00 
FEA-01 ERDA-07 AID-05 CEA-01 CIAE-00 COME-00 
EPG-02 DODE-00 FPC-OI H-02 INR-07 INT-05 L-03 
NSAE-00 NSC-05 OMB-01 PM-04 USIA-I5 OES-07 SP-02 
SS-I5 STR-04 TRSE-00 ACDA-10 PA-02 PRS-01 /I59W 

2II050Z 121398/21 

R201552ZMAY 77 
FM AMEMBASSY LAGOS 
TO SECSTATE WASHDC 1276 
INFO AMEMBASSY ABU DHABI 
AMEMBASSY ALGIERS 
AMEMBASSY BEIRUT 
AMEMBASSY DOHA 
AMEMBASSY JAKARTA 
AMEMBASSY JIDDA 
AMEMBASSY KUWAIT 
AMEMBASSY LIBREVILLE 
AMEMBASSY LONDON 
AMEMBASSY QUITO 
AMEMBASSY TEHRAN 
AMEMBASSY TRIPOLI 
AMEMBASSY VIENNA 
AMCONSUL DHAHRAN 

UNCLAS LAGOS 5794 

E.O. 11652 : NA 
TAGS : ENRG, NI 

SUBJ : EMG ANNOUNCES NEW PETROLEUM INVESTMENT INCENTIVES 

REE : LAGOS 4025 AND PREVIOUS 

1 . WITHOUT ANY PRIOR NOTICE TO OIL COMPANIES, FMG ANNOUNCED 
NEW FISCAL INCENTIVES MAY 19. OEFICIAL STATEMENT SIGNED BY 
PERMANENT SECRETARY (SPECIAL DUTIES) S.B. AWONIYI FOR NIGERIAN 
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NATIONAL PETROLEUM CORPORATION (AWONIYI'S NEW TITLE NECESSITATED 
BY ABOLISHMENT OF MINISTRY OF PETROLEUM RESOURCES WHEN NNPC 
FORMED). 

2. STATEMENT SUMMARIZED IN FOLLOWING PARAGRAPHS: 

A. NIGERIA EXPERIENCED VERY LOW LEVEL EXPLORATION ACTIVITY 
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PAST THREE YEARS. PHENOMENON NOT PARTICULAR TO NIGERIA, BUT 
IS TREND WHICH HAS BECOME MORE AND MORE EVIDENT IN OPEC 
MEMBER COUNTRIES FOLLOWING STEPS SUCH COUNTRIES TOOK TO 
INCREASE CONTROL AND OWNERSHIP THEIR OIL RESOURCES. HAS BEEN 
OBVIOUS FOR SOME TIME STEPS NEEDED BE TAKEN IMPROVE INVESTMENT 
CLIMATE IN OPEC COUNTRIES TO ENCOURAGE OIL COMPANIES TO GREATER 
INVESTMENT AND MORE AGGRESSIVE ACTIVITIES. 

B. HEAD OF STATE OBASANJO REFERRED TO VISIBLE LULL IN OIL 
ACTIVITY IN OCTOBER 1976 INDEPENDENCE ANNIVERSARY SPEECH, 

ASSURED NATION AND OIL COMPANIES MATTER WOULD BE STUDIED WITH 
VIEW GRANTING INCENTIVES. IN BUDGET SPEECH MARCH 1977 HEAD 

OF STATE SAID DETAILED WORK ON INCENTIVES IN FINAL STAGES. 

C. FMG HAS NOW APPROVED WITH EEFECT FROM APRIL 1, 1977 INCENTIVE 
PACKAGE WHICH WILL ENSURE THAT INCENTIVES MATCHED STRICTLY AGAINST 
PERFORMANCE AS EOLLOWS: 

D. EXPLORATION INCENTIVES. PREVIOUSLY ALL COSTS OF DRY 
WELLS EXPENSED WHILE TANGIBLE COST ITEMS EOR SUCCESSFUL WELLS 
CAPTITALIZED. NOW ALL EXPLORATION DRILLING COSTS AS WELL AS 
COTS EIRST TWO APPRAISAL WELLS, SUCCESSFUL OR NOT, SHALL 

BE EXPENSED. THIS TO ENCOURAGE EARLY DEFINITION OF DISCOVERIES. 

E. PETROLEUM PROEITS TAX. FOR OIL COMPANIES NOT REPEAT NOT 

YET PRODUCING OIL, PETROLEUM PROFITS TAX ACT PROVIDES AT PRESENT 
THAT ALL PRE-PRODUCTION COSTS SHALL BE CAPITALIZED UNTIL 
PRODUCTION STARTS. LAW ALSO NOW PROVIDES THAT IF NOT TAX 
IS PAYABLE, COMPANY WILL PAY 15 PERCENT OF THE TAX IT WOULD 
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HAVE BEEN OBLIGATED TO PAY IF NO CAPITAL DEPRECIATION HAD 
BREN ALLOWED. THESE MEASURES HAVE PROVIDED BE DISINCENTIVES 
TO NEW INVESTMENT UNDER PRESENT TAX RATE OF 85 PERCENT AND 
ROYALTY RATE OF 20 PERCENT. IN ORDER ALLEVIATE SITUATION, 

TAX RATE FOR SUCH COMPANIES WILL BE REDUCED TO LOWEST LEVEL 
OPERATING IN ANY OPEC MEMBER STATE, THAT IS, 65.75 PERCENT. 

REDUCED TAX RATE WILL ONLY APPLY FOR PERIOD OF AMORTIZATION 
OF PRE-PRODUCTION COSTS, AFTER WHICH COMPANY WILL PAY USUAL 
85 PERCENT TAX. INCENTIVE DESIGNED ATTRACT NEW INVESTORS. 

F. ROYALTY INCENTIVE. AS OPPOSEDPRESENT UNIFORM 20 PERCENT 
ROYALTY RATE, ROYALTY WILL NOW BE GRADUATED AS FOLLOWS, 

TAKING INTO ACCOUNT ENVIRONMENT OF OPERATIONS: I) FOR ONSHORE 
PRODUCTION-20 PERCENT; 2) FOR OFFSHORE PRODUCTION IN AREAS 

UP TO 100 METERS WATER DEPTH- 18 AND ONE HALF PERCENT; 

3) FOR OFFSHORE PRODUCTION BEYOND 100 METERS -16 AND 
TWO-THIRDS PERCENT. 

G. ANNUAL CAPITAL ALLOWANCES. IN ORDER THAT COMPANIES CAN 
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RECOVER INVESTMENT OUTLAYS IN LINE WITH PRESENT TREND IN 
BOTH WORLD CAPITAL MARKET AND OIL UNDUSTRY, COMPANIES WILL 
BE ABLE AMORTIZE ASSETS IN EIVE EQUAL ANNUAL INSTALLMENTS. 
HOWEVER, THERE SHALL BE RETAINED IN BOOKS ONE PERCENT OE INITIAL 
COSTS OE EACH ASSET, WHICH MAY BE WRITTEN OEE ONLY ON AUTHORITY 
OE CERTIEICATE ISSUED BY COMMISSIONER EOR PETROLEUM. 

H. INVESTMENT TAX CREDIT. IN ORDER ENCOURAGE AND REWARD OIL 
COMPANIES EOR NEW INVESTMENT A CAPITAL INVESTMENT TAX CREDIT NOW 
APPROVED. ANY COMPANY (EXISTING OR NEW) THAT OBTAINS ANY 
ASSET EOR PURPOSES OF PETROLEUM OPERATIONS WILL ENJOY TAX 
CREDIT ON SUCH ASSET FOR THE ACCOUNTING PERIOD IN WHICH THAT 
ASSET EIRST USED ACCORDING TO EOLLOWING SCALE: I) OPERATIONS 
ON LAND-5 PERCENT; 2) OEFSHORE OPERATIONS IN AREAS UP TO 
AND INCLUDING 100 METERS OE WATER-IO PERCENT; 3) OFFSHORE 
IN WATER BETWEEN 100 AND 200 METERS DEEP- 1 5 PERCENT; 

4) OEFSHORE IN WATER OVER 200 METERS DEEP-20 PERCENT. 
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I) RELEVANT AMENDMENTS TO PETROLEUM PROFITS TAX ACT OF 
1959 AND PETROLEUM DRILLING AND PRODUCTION REGULATIONS OE 1969 
BEING MADE AND WILL BE PUBLISHED SOON. 

4. COMMENT: EOLLOWS IN SEPTEL. 

EASUM 


UNCLASSIFIED 


NNN 


Margaret P. Grafeid Deciassified/Reieased US Department of State EO Systematic Review 22 May 2009 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


Message Attributes 


Automatic Decaptioning: X 
Capture Date: 01 -Jan-1 994 12:00:00 am 
Channei indicators: n/a 
Current Classification: UNCLASSIFIED 

Concepts: PETROLEUM INDUSTRY, INVESTMENT OPPORTUNITIES, INCENTIVES 

Control Number: n/a 
Copy: SINGLE 

Sent Date: 20-May-1977 12:00:00 am 
Decaption Date: 01 -Jan-1 960 12:00:00 am 

Decaption Note: 

Disposition Action: n/a 
Disposition Approved on Date: 

Disposition Case Number: n/a 
Disposition Comment: 

Disposition Date: 01 -Jan-1 960 12:00:00 am 
Disposition Event: 

Disposition History: n/a 
Disposition Reason: 

Disposition Remarks: 

Document Number: 1977LAGOS05794 

Document Source: CORE 

Document Unique ID: 00 

Drafter: n/a 

Enclosure: n/a 

Executive Order: N/A 

Errors: N/A 

Expiration: 

Film Number: D770181-1105 

Format: TEL 
From: LAGOS 
Handling Restrictions: n/a 
Image Path: 

ISecure: 1 

Legacy Key: Iink1977/newtext/t19770536/aaaabfan.tel 

Line Count: 146 
Litigation Code IDs: 

Litigation Codes: 

Litigation History: 

Locator: TEXT ON-LINE, ON MICROFILM 
Message ID: a62a408f-c288-dd11-92da-001cc4696bcc 
Office: ACTION EB 

Original Classification: UNCLASSIFIED 
Original Handling Restrictions: n/a 
Original Previous Classification: n/a 
Original Previous Handling Restrictions: n/a 
Page Count: 3 

Previous Channel Indicators: n/a 
Previous Classification: n/a 
Previous Handling Restrictions: n/a 
Reference: 77 LAGOS 4025 
Retention: 0 

Review Action: RELEASED, APPROVED 
Review Content Flags: 

Review Date: 26-Jan-2005 12:00:00 am 
Review Event: 

Review Exemptions: n/a 
Review Media Identifier: 

Review Release Date: n/a 
Review Release Event: n/a 
Review Transfer Date: 

Review Withdrawn Fields: n/a 
SAS ID: 2439762 
Secure: OPEN 
Status: NATIVE 

Subject: FMG ANNOUNCES NEW PETROLEUM INVESTMENT INCENTIVES 
TAGS: ENRG, Nl 
To: STATE 
Type: TE 

vdkvgwkey: odbc://SAS/SAS.dbo.SAS_Docs/a62a408f-c288-dd1 1 -92da-001 cc4696bcc 
Review Markings: 

Margaret P. Grafeld 
Declassified/Released 
US Department of State 
EO Systematic Review 
22 May 2009 

Markings: Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 



